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PASS TREASURY, COMMERCE, FEDERAL RESERVE 

E. O. 11652: N/A 
TAGS: EFIN, FR 

SUBJECT: INITIAL BOURSE REACTION TO MUNICIPAL ELECTIONS 

1. SUMMARY: THE FOREX MARKET AND MONEY MARKET 
INDICATED VIRTUALLY NO INITIAL REACTION TO THE MUNICIPAL 
ELECTIONS, WHILE THE STOCK MARKET WEAKENED. 

IN GENERAL SHORTER POSITIONS IN FOREX AND MONEY MARKETS 
APPARENTLY ALREADY HAD DISCOUNTED ANTICIPATED RESULTS 
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WHILE LONGER TERM, REFLECTED IN STOCKS, REACTED 
NEGATIVELY ON INITIAL IMPRESSION OF CONSOLIDATION 
OF THE LEFT'S ELECTORAL GAINS OF RECENT YEARS. 

END SUMMARY 

2. FOREX MARKET RATES VIRTUALLY UNCHANGED WITH NO 
SIGN IN MORNING TRADING OF OFFICIAL INTERVENTION 
DESPITE SOME WEAKNESS AND INTERVENTION, MAINLY IN 
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SWISS FRANCS, AT THE END OF LAST WEEK. NO FOREX 
RATES INDICATIVE OF SPECULATION, NEITHER SUISSE 
VERSEMENT NOR EUROFRANC, HAVE SHOWN CHANGE. MONEY 
MARKET RATES ALSO UNCHANGED. 

3. THE STOCK MARKET SLIPPED AGAIN. BEFORE THE 
ELECTIONS THE INDEX HAD DECLINED TO A POINT WHERE 
THE RATE OF RETURN (CURRENT SHARE PRICES OVER 
RECENT AND PROSPECTIVE DIVIDENDS) FOR OVER TWENTY 
MAJOR FRENCH FIRMS IS NOW IN RANGE OF 10 TO 12 PERCENT, 

OR ROUGHLY EQUIVALENT AND IN MANY CASES 
SUPERIOR TO RETURN ON FIRST CLASS CORPORATE MEDIUM 
TERM BOND ISSUES (GENERALLY BETWEEN 10.5 AND 11.5 
PERCENT). DESPITE THIS MARKET VOLUME IS VERY THIN 
AND SHARE PRICES WEAKENED MORE OR LESS ACROSS THE 
BOARD TODAY. EVEN THOUGH PROFIT POTENTIALS OF 
MOST FRENCH FIRMS ARE NOT PARTICULARLY PROMISING 
AND REPRESENT THE UNDERLYING REASON FOR THE CONTINUOUS 
AND SUBSTANTIAL RUN-DOWN OF SHARE PRICES, THE STOCK 
MARKET PRESENTLY OFFERS INVESTORS A VERY FAVORABLE 
RATE OF RETURN, COMPARED TO OTHER MONEY MARKET 
INSTRUMENTS. THE LACK OF INTEREST IN SUCH A 
BARGAIN CAN ONLY BE EXPLAINED BY INVESTOR RELUCTANCE 
OWING TO POSSIBLE POLITICAL DEVELOPMENTS. SENTIMENT 
COULD CHANGE BUT INITIAL INVESTOR REACTION TO THE 
MUNICIPAL ELECTION CLEARLY HAS BEEN NEGATIVE. 

GAMMON 
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